BAF3M – Aly	Name: ______________________
6.4 – Worksheet & Classified Financial Statements	Refer to textbook pages 167-181

The preparation of formal financial statements at the end of the fiscal period requires extra care and is normally the work of senior accounting staff or professional accountants.  To prepare these financial statements (by hand), accountants may use a form which organizes the information from the ledger and provides all the data needed to prepare them.  This form is called a Work Sheet.

Work Sheet 
· an informal document that does not become a permanent record of the business
· usually prepared in pencil which allows changes/corrections to be made
· Work Sheet may have six, eight or ten columns

Control Accounts
· used to streamline the Work Sheet
· makes preparing the Work Sheet more efficient
· provides more effective presentation on the Balance Sheet
· Accounts Receivable Control Account
· represents the sum of the balances of all the individual Accounts Receivable accounts
· details about the accounts of the individual debtors are kept in separate records
· Accounts Payable Control Account
· represents the sum of the balances of all the individual Accounts Payable accounts
· details about the accounts of the individual creditors are kept in separate records

Steps in Preparing a Work Sheet
1. The Heading
· Who? What? When?
· Because it includes an income statement component, we use IS-style date: “for the period ending…”
· Centered

2. The Accounts
a) Enter all of the accounts with their balances in the first two columns (the TRIAL BALANCE section)
· listed in ledger order
· make sure to place the amounts in the correct DR or CR column of the Trial Balance section
b) Calculate the Trial Balance column totals
· place a single line above the total and double underline the totals
· the two Trial Balance columns must be correct and balanced before you can continue

3. Extending Accounts
· Extend each of the amounts from the Trial Balance section to their respective financial statement as a DR or CR balance
· INCOME STATEMENT DR, CR
· all accounts that would appear on the Income Statement
· revenue accounts in the CR column
· expense accounts in the DR column
· BALANCE SHEET DR, CR
· all accounts that would appear on the Balance Sheet
· asset accounts in the DR column
· liability accounts in the CR column
· capital accounts in the CR column
· drawings accounts in the DR column
· make sure to transfer amounts accurately
· debit amounts in debit columns and credit amounts in credit columns
· make sure that each account balance is transferred once

4. Balance the Work Sheet
a) Total each of the columns for the Income Statement and Balance Sheet sections
· place a single line above the totals
b) Calculate the difference between the two Income Statement columns and the two Balance Sheet columns
· the two differences must be equal
· called the balancing figure
· represents the net income or net loss for the company
· if the amounts are not the same, the Work Sheet does not balance
· all errors must be found and corrected before continuing
c) Record the balancing figure on the Work Sheet in two places
· under the columns with the smaller totals of
· the Income Statement section
and
the Balance Sheet section
· indicate whether the balancing figure is a Net Income or a Net Loss in the accounts column
· if the balancing figure represents a Net Income, it will appear below the list of expenses in the Income Statement section and in the credit column of the Balance Sheet section
· in the credit column of the Balance Sheet section because the net income represents an increase in capital
· if the balancing figure represents a Net Loss, it will appear below the list of revenue accounts in the Income Statement section and in the debit column of the Balance Sheet section
· in the debit column of the Balance Sheet section because the net loss represents a decrease in capital
d) Calculate the final totals in the Income Statement and Balance Sheet sections
· should have a balanced Income Statement section and Balance Sheet section

Preparing the Financial Statements
· the data on the Work Sheet is used to prepare the financial statements of a business
· used by the stakeholders (users of accounting information)
· a completed Work Sheet contains all of the information needed to prepare the Income Statement and the Balance Sheet
· all of the figures needed to complete the Income Statement are found on the Work Sheet in the Income Statement section
· all of the figures needed to complete the Balance Sheet are found on the Work Sheet in the Balance Sheet section
· the Income Statement is prepared first then the Balance Sheet
· since Net Income/Net Loss amounts are transferred to the Equity section of the Balance Sheet
· financial statements and final reports are prepared by senior accounting personnel
· journalizing, posting, and Trial Balance are done by junior accounting personnel (i.e. accounting clerks)

Classified Balance Sheet
· usually uses the report form format or vertical format
· Balance Sheet report has three columns
· balances are usually listed in the middle column so that the
sub-totals can be brought to the outside column for adding to provide the final totals
· if there is a calculation needed with two of the figures to be listed, then they are placed in the inside (third) column and the result of the calculation is listed in the middle column

Classified Balance Sheet Format
1. Heading
a) same as account form of Balance Sheet
b) Who?	What?	When?
2. Assets
a) title centered
b) three sections
· Current Assets
· short-term assets that will be converted into cash or used up within one year
· Cash, Accounts Receivable, Notes Receivable, Supplies, etc.
· title is left-justified
· asset names may be indented slightly from left
· current assets are listed in order of liquidity
· amounts are listed in the middle (second) column
· last asset amount is underlined
· the total of the current assets is placed in the outside (first) column
· beside the amount for the last current asset
· leave a blank line before the fixed assets
· Fixed Assets
· long-term assets that will not be used up or converted into cash within one year
· Land, Building, Equipment, Automobiles, Furniture, etc.
· title is left-justified
· asset names may be indented slightly from left
· fixed assets are listed in order of longest life or permanency
· amounts are listed in the second column
· last asset amount is underlined
· the total of the fixed assets is placed in the first column
· beside the amount for the last fixed asset
· the total of the fixed assets is underlined
· Total Assets
· title is left justified
· Total Assets = Total Current Assets + Total Fixed Assets
· amount is listed in first column and double underlined
· leave a blank line before the Liabilities and Owner’s Equity section



3. Liabilities and Owner’s Equity
a) title centered
b) three sections
· Current Liabilities
· short-term debts that are due within one year
· Accounts Payable, Taxes Payable, Salaries Payable, HST Payable, Interest Payable, Loans Payable, Notes Payable, etc.
· title is left-justified
· liability names may be indented slightly from left
· current liabilities are listed in order of maturity/due date
· amounts listed in second column
· last liability amount is underlined
· the total of the current liabilities is placed in the first column
· beside the amount for the last current liability
· leave a blank line before the long-term liabilities
· Long-Term Liabilities
· debts that are not due within one year
· Mortgage Payable
· title is left-justified
· liability names may be indented slightly from left
· long-term liabilities are listed in order of maturity/due date
· amounts listed in second column
· last liability amount is underlined
· the total of the long-term liabilities is placed in the first column
· beside the amount for the last long-term liability
· Owner’s Equity
· recorded same as on account form of Balance Sheet
· Owner’s Name, Capital
	Balance Starting Date (amount listed in second column)
		Net Income/Loss (amount listed in third column)
		Drawings	(amount listed in third column and underlined)
		Increase/Decrease in Equity	(amount listed in second column 
							and underlined)
	Balance Ending Date	(amount listed in first column and underlined)
· Total Liabilities and Owner’s Equity
· title is left justified
· Total Liabilities and Owner’s Equity
= Total Current Liabilities + Total Long-Term Liabilities
	+ Owner’s Equity final balance
· amount is listed in first column and double underlined


Supporting Statements and Schedules
· provide additional information showing detailed calculations so that only the totals may be shown on the Balance Sheet
· Statement of Owner’s Equity (page 179)
· Schedule of Accounts Receivable (page 181)



Practice p. 182   Questions 13-17,   Exercises 4, 7, 9


PEOPLE’S SECURITY COMPANY
BALANCE SHEET
DECEMBER 31, 2018

ASSETS
[bookmark: _GoBack]
Current Assets
Bank	  $   1 750
Accounts Receivable	35 879
Supplies		1 350	$  38 979

Fixed Assets
Land	40 000
Building	55 000
Equipment	15 070
Automobiles		33 350		143 420
Total Assets		$ 182 399


LIABILITIES AND OWNER’S EQUITY

Current Liabilities
Accounts Payable	$  9 088
Bank Loan	25 000
HST Payable	$  641
Less HST Recoverable		279	362	
Mortgage Installment (current)		850	$  36 052

Long-Term Liability
Mortgage Payable	80 000

J. Otto, Capital
Balance January 1	50 287
Net Income	38 560
Drawings		22 500
Increase In Equity		16 060
Balance December 31		66 347
Total Liabilities and Owner’s Equity		$ 182 399
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